AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE MEMBERS OF THE 

UMJINDI LOCAL ECONOMIC DEVELOPMENT AGENCY ON THE UMJINDI LOCAL 

ECONOMIC DEVELOPMENT AGENCY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Umjindi Local 
Economic Development Agency (Pty) Ltd, which comprise the statement of financial 
position as at 30 June 2010, and the statement of comprehensive income, statement of 
changes in equity and statement of cash flows for the year then ended, and a summary 
of significant accounting policies and other explanatory information, and the directors’ 
report, as set out on pages ... to .... 

Directors’ responsibility for the financial statements 

2. The directors are responsible for the preparation and fair presentation of these financial 
statements in accordance with South African Statements of Generally Accepted 
Accounting Practice for Small and Medium-sized Entities and in the manner required by 
the Companies Act of South Africa, 2008 (Act No. 71 of 2008) (Companies Act). This 
responsibility includes; designing, implementing and maintaining internal control relevant 
to the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate 
accounting policies; and making accounting estimates that are reasonable in the 
circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 
1996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and section 126(3) of the MFMA, my responsibility is to express an opinion on these 
financial statements based on conducting the audit in accordance with the International 
Standards on Auditing and General Notice 1570 of 2009 issued in Government Gazette 
32758 of 27 November 2009. Because of the matters described in the basis for 
disclaimer of opinion paragraphs, however, I was not able to obtain sufficient appropriate 
audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Operating expenses 

4. The entity could not provide sufficient appropriate audit evidence supporting the 
operating expenses amounting to R591 398 as disclosed in the statement of 
comprehensive income, as supporting invoices could not be provided for R315 013 of 
the population. There were no satisfactory alternative audit procedures that I could 
perform to obtain reasonable assurance that operating expenses had occurred and were 
accurately recorded. Consequently, I did not obtain sufficient appropriate audit evidence 
to satisfy myself as to the occurrence, accuracy, cut-off and classification of operating 
expenses of R591 398. 


other income - grants 

5. The entity could not provide sufficient appropriate audit evidence to support other income 
amounting to R591 398 as disclosed in the statement of comprehensive income. The 
entity could not provide sufficient appropriate audit evidence to support the grant 
recognised from the Umjindi Local Municipality, resulting in an audit difference of 

R272 360. There were no satisfactory alternative audit procedures that I could perform to 
obtain reasonable assurance that other income had occurred and were accurately 
recorded. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the occurrence, accuracy, cut-off and classification of other income of 
R591 398. 

Cash and cash equivalents 

6. The entity could not provide sufficient appropriate audit evidence to support the cash and 
cash equivalents balance of R1 1 163 as included in note 2 to the financial statements. A 
bank reconciliation was not provided for the bank balance amount of R1 1 163. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the completeness and valuation of the bank balance amount of R1 1 163. 

Conditional grant 

7. In accordance with the Industrial Development Corporation of South Africa (IDC) grant 
conditions, the entity is not allowed to pay input value-added tax (VAT) from grant money 
spent. After inspection of the accounting records, I identified expenses inclusive of input 
VAT paid with IDC grant money amounting to R29 187. The conditional grant remaining 
at year-end relating to the IDC was therefore understated by R29 187 and a receivable 
from the Umjindi Local Municipality should have been raised for the input VAT paid on 
expenses. 

Disclaimer of opinion 

8. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on these 
financial statements. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

9. As required by the PAA and in terms of General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009 , 1 include below my findings on the 
report on predetermined objectives, compliance with the Companies Act and the MFMA, 
and financial management (internal control). 

Predetermined objectives 

10. Material findings on the report on predetermined objectives, as set out on 

pages to. ...are reported below: 


Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

1 1 . The Umjindi Local Economic Development Agency did not prepare an annual 
performance report in terms of section 46 of the MSA and section 121(3)(c) of the 
MFMA. 

Compliance with laws and regulations 

The statutory requirements of the Companies Act have not been complied with: 

12. 1 could not obtain sufficient appropriate audit evidence of compliance with the 
Companies Act with regard to the appointment of directors and auditors, the keeping of 
minutes, and the entity’s compliance with its articles of association. 

INTERNAL CONTROL 

1 3. 1 considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectives and compliance with the Companies Act and the 
MFMA, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. 

14. The matters reported below are limited to the significant deficiencies regarding the 
findings on compliance with laws and regulations. 

• Leadership 

1 5. The accounting officer of the Umjindi Local Economic Development Agency did not 
exercise oversight responsibility over reporting, compliance with laws and regulations, 
and internal control. 

16. Actions were not taken to address risks relating to the achievement of complete and 
accurate financial and performance reporting. 

• Financial and performance management 

17. Management and staff of the Umjindi Local Economic Development Agency did not fulfil 
their duties and responsibilities. 

18. The Umjindi Local Economic Development Agency did not have competent individuals 
who understood the financial reporting framework and performance management 
requirements. (Competence also refers to knowledge of the controls and related 
processes.) 

19. Pertinent information was not identified and captured in a form and time frame to support 
financial and performance reporting. 

20. The financial statements and other information to be included in the annual report were 
not reviewed for completeness and accuracy prior to submission for auditing. 

21. Requested information was not available and supplied without any significant delay. 

• Governance 

22. Ongoing monitoring and supervision were not undertaken to enable an assessment of 
the effectiveness of internal control over financial reporting. 


Nelspruit 

30 November 2010 
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